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I. Multiple Choice (64%, only one correct answer) 
 
1. The price of good A goes up. As a result the demand for good B shifts to the right. From this we can 

infer that: 
(a) good A is an normal good. 
(b) good B is an inferior good. 
(c) goods A and B are substitutes. 
(d) goods A and B are complements. 
(e) none of the above. 

 
2. Each pencil sells for NT$5 and each pen sells for NT$10. Suppose Jack, whose preferences satisfy 

all of the usual assumptions, buys 10 pens and 16 pencils each semester. With this consumption 
bundle, his MRS of pencils for pens is 3 (1 pen for 3 pencils). Which of the following is true? 
Assuming the budget for pens and pencils is constant (NT$180). 
(a) Jack could increase his utility by buying more pens and fewer pencils. 
(b) Jack could increase his utility by buying more pencils and fewer pens. 
(c) Jack could increase his utility by buying more pencils and more pens. 
(d) Jack could increase his utility by buying fewer pencils and fewer pens. 
(e) Jack is at a corner solution and is maximizing his utility. 

 
3. Use the following information to answer the next question. 

Andy derives utility from two goods, potato chips ( PQ ) and Cola ( CQ ). Andy receives zero utility 
unless he consumes some of at least one good. The marginal utility that he receives from the two 
goods is given as follows: 

PQ  PMU  CQ  CMU  
1 34 1 23 
2 31 2 21 
3 15 3 20 
4 10 4 16 
5 4 5 11 
6 -3 6 5 
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If the price of potato chips is $1.5 and the price of Cola is $1.00, and Andy has an income of $8.0, 
how many units of Cola will he consume? 
(a) 5 
(b) 4 
(c) 3 
(d) 2 
(e) none of the above 

 
4. The firm is in a perfectly competitive industry. The total cost curve for the firm is 

QQQTC 43040 23 +−= . In the long run, how much output should the firm produce and what is the 
price of the output? 
(a) 5, 10 
(b) 10, 20 
(c) 15, 30 
(d) 20, 30 
(e) none of the above 

 
5. For the next question, consider the following table: 

Q P(price) MC(marginal 
cost) 

0 30 --- 
1 30 10 
2 30 15 
3 30 21 
4 30 29 
5 30 35 
6 30 40 

     
If the total fixed cost is 30, then the maximum profit available to the firm is 
(a) 20 
(b) 25 
(c) 30 
(d) 35 
(e) none of the above 
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6. A third-degree price discriminating monopolist can sell its output either in the local market or on an 

internet auction site (or both). Having sold all of its output it discovers that the marginal revenue in 
the local market is $32 while its marginal revenue on the internet aution site is $38. The marginal 
cost is $35. To maximize profit the firm should 
(a) have sold more output in the local market and less at the internet auction site. 
(b) do nothing. 
(c) have sold less output in the local market and more at the internet auction site. 
(d) sell more in both market. 
(e) none of the above. 

 
7. A monopolistically competitive firm in long run equilibrium: 

(a) will make negative economic profit. 
(b) will make zero economic profit. 
(c) will make positive economic profit. 
(d) any of the above are possible. 
(e) none of the above. 
 

8. A situation in which each firm is doing the best it can, given what its rivals are doing is called a  
(a) Stackelberg equilibrium. 
(b) Cooperative equilibrium. 
(c) Nash equilibrium. 
(d) Zero sum game. 
(e) none of the above. 

 
9. A move from one point on a contract curve to another point on the contract curve will make 

(a) both individuals better off. 
(b) both individuals worse off. 
(c) one individual better off and the other individual worse off. 
(d) the goods more expensive. 
(e) the goods cheaper. 
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10. Use the following information to answer the next question. 

A firm can hire labor at the minimum wage of $4.50 per hour (assume an 8 hour work day). The 
firm’s production function is as follows: 
 

Number of Days of Labor Number of Units of 
Output (total output) 

0 0 
1 10 
2 18 
3 24 
4 28 
5 31 

 
If each unit of output sells for $10, how many days of labor will firm hire to maximize profit? 

(a) 1 
(b) 2 
(c) 3 
(d) 4 
(e) 5 

 
11. A firm sells a product to two groups of consumers, A and B. The price elasticity of demand for group 

A is -6, while price elasticity for group B is -3. Given the information above, the price charged to 
group A should be 
(a) twice (6/3) the price charged to B. 
(b) 2/3 of the price charged to B. 
(c) One half (3/6) the price charged to B. 
(d) 4/5 of the price charged to B. 
(e) none of the above. 

 
12. Two firms operating in the same market must choose between a high price and a lower price. Firm 

A’s profit is listed before the comma, B’s outcome after the comma. 
    

  Firm B 
  Low Price High Price 

Low Price 12, 12 30, 10 
Firm A 

High Price 10, 30 24, 24 
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If each firm tries to choose a price that is best for it, regardless of its competitor’s price, which of 
these statements is correct? 
(a) Firm A should charge a high price, Firm B should charge a low price. 
(b) Firm A should charge a low price, Firm B should charge a high price. 
(c) Both firms should charge a high price. 
(d) Both firms should charge a low price. 
(e) Both (c) and (d) are correct. 

 
13. Import tariffs generally result in  

(a) higher domestic prices. 
(b) less consumer surplus. 
(c) more producer surplus for domestic producers. 
(d) a deadweight loss. 
(e) all of the above. 

 
14. The burden of a tax per unit of output will fall heavily on producers when supply is relatively 

              and demand relatively              . 
   (a) elastic; elastic 
   (b) inelastic; inelastic 
   (c) inelastic; elastic 
   (d) elastic; inelastic 
   (e) none of the above 
 
15. Use the following information to answer the next question. 

A firm produces garden hoses in California and in Ohio. The marginal cost of producing garden 
hoses in the two states and the marginal revenue from producing garden hoses are given in the 
following table: 
 

California Ohio Demand 

cQ  cMC  oQ  oMC  ocQ +  MR 
1 4 1 5 1 24 
2 11 2 7 2 20 
3 13 3 10 3 18 
4 15 4 15 4 14 
5 21 5 21 5 12 
6 25 6 28 6 8 
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    How many garden hoses should be produced in Ohio in order to maximize profits? 

(a) 1 
(b) 2 
(c) 3 
(d) 4 
(e) 5 

 
16. What is one difference between the Cournot and Stackelberg models? 

(a) In Cournot, both firms make output decisions simultaneously, and in Stackelberg, one firm sets 
its output level first. 

(b) In Stackelberg, both firms make output decisions simultaneously, and in Cournot, one firm sets 
its output level first. 

(c) Profits are zero in Cournot and positive in Stackelberg. 
(d) Profits are zero in Stackelberg and positive in Cournot. 
(e) none of the above. 

 
II. Problems (36%) 
1. Sally consumes two goods, X  and Y . Her utility function is given by the expression 

4
1

2
1

YXU = . Assuming that YP =$5.0 and income=$450, find the demand curve for X  and the 

price consumption curve of X  and graph these two curves. (16%) 
2. Assume that the production function of firm A is as follows: (20%) 

     3
1

3
1

),( LKLKf =  .Where K , L  represent capital and labor respectively. 

(a) Derive the cost function ),;( rwQC  assuming that r , w  are the prices of K and L 
respectively and Q  is the output level. (10%) 

(b) Show that for the same output level Q , the cost increases by t  percent when the input prices 
( wr, ) increase by the same percentage. (4%) 

(c) Derive the demand function for labor ( L ), assuming that the input price of capital r  and the 
output level Q  are fixed. (4%) 

(d) Find out w
rwQC
∂

∂ ),;( . Is the result of (c) the same as the result of (d)? (2%) 

 
 
 

 
 
 
 
 


